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LETTER OF TRANSMITTAL

JUNE 17, 1960.
Hon. PAUL H. DOUGLAS,
Chairman, Joint Economic Commitiee,
U.S. Senate, Washington, D.C.

DEAR SENATOR DoUGLAS: Transmitted herewith is a supple-
mental statement to the Subcommittee on Economic Statistics’
study of “Comparisons of the United States and Soviet Econ-
omies.” As you know, the study consists of a series of papers
prepared by panelists appearing in the subcommittee’s hearings,
and the published hearings. The papers were issued in Septem-
ber and October, 1959, as Parts I, II, and III of the study and the
hearings were published in November of 1959.

The following paper has been prepared by the Central Intelli-
gence Agency, in cooperation with the Department of State and
the Department of Defense, in response to a request from Senator
Jacob K. Javits, made during the appearance of Director Dulles
of the Central Intelligence Agency at the subcommittee’s hearings
on November 18, 1959 (hearings on “Comparisons of the United
States and Soviet Economies,” pp. 16 and 17). Senator Javits
at that time asked that the comparisons which Mr. Dulles made
in his statement to the subcommittee be expanded at a later date
to include an examination and appraisal of advantages to the
Soviet of their bloc and pact system, as compared with the alliances
of United States and its Western allies.

The subcommittee thinks this reply to Senator Javits’ question
is a highly useful statement and takes this method of bringing it
before the Joint Economic Committee, the Congress, and the
public,

Sincerely,
RICHARD BOLLING,
Chairman, Subcommittee on
Economic Statistics.
Enclosure
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FOREWQORD

A comparison of the costs and benefits to the 3ovi:t Union of its
bloc -and pact system wvith the costs and benefite to the United States
of 1ts alliences 1s, at best, difficult. The very msymsetry of the two
systems; on the one band a grouping based on coercion by intimidation and
on the otber an allience based on cooperation by invitation, causes
controversy over the judgments and conclusions reached in making the
comparison. It is a comparison whbich in scme respects :ourts danger.

For example, in Judging the relative potential effectiviness ol opposing
Camnmist aod Prec World military forces one Eust consiler, in sddltion

to0 their equipment and treining the attitudes and morale of the forces
involved. And 1t is in just such areas that our abllity to predict is
weakest. A soldler compelled to bear arms for an suthcritariaa state

may not be an enthusimstic and couragecus varrior. On the other hand,

fear of repressive measures, to himself or family, may restrict the degree
of acceptable mlternatives open to him other than to carry out his asaigned
duty.

The analysis which is contained in this report is an attempt to
dlstill out of this heterogeneous mixture of factors ard forces ratiocral
Judgments and meacurements of the contributions which each of the
ingredients makes towards the etrength of the two syptems.

This report is based upon the loint contributions of the Departments
of State and Deferse end the Central Intelligence Agency end has been

revieved by all contributors for matters vithin their respective purvievs.
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I. SOMMARY AND CONCLUSIONS

The USSR and the US and its allies derive significant economic,
political, and military geins from their reaspective treaty arrangements.
1osees tco, are incurred by both. Oa balance, it is felt that the
Western powers gain more from their alliances than the Soviet bloc does
from its bloc and pact system. Such a conclusion must be asaessed,
however, under the sobering reslization that the Soviet gains result in
a total bloc pover pozition which preseuts the Free World with a n;riotm
challenge.

A. The Sino-Soviet Bloc

There can be no question but that the Soviet Union has realized,
and will continue to remlize, significant economic, politicel, and
military gains from 1ts bloc and pact cystem with the European Satellites
and Commumist China. That these gaine have been counterwelighted, to
varylog degrees, by losses ie an equally unchallengeable conclusion. On
balance, the veight of evidence clearly shows & net gain for the Soviet
Union in terms of the present world power position of international .
corzmunism.

The econcmic gains accruing to the USSR as a result of the
Eurcpean bloc arrangements were greatest during the 1945-55 period when
dfrect and indirect reparations netted the USSR an amount estimated at
roughly 10 billion dollaras. Of lesser import initlially, but of increasing
value, has beeu the estadblishment in these Satellite countries of Soviet-

type economic systems whose total emergies are directed towards an effort
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vhich is both complementary ancd supplementary to the Soviet economy.
While these Satellite ecanmmies cannot be utilired by the Soviet Dnion
as though they were 1ts ovn they bave extenled the geographic area wvhich,
under Sorviet hegemony, contributes to overall Bloc econcaic strength.

This acerual of econamic assets wvas not without the incurrence
of economic liabilities, hovever. As & result of the political reali-
zation that the events of 1956 required a reappraisal of economlc policies,
various econmmlc concessions mmde to the Furopean Sstellites probadbly
"cost” the USSR as much as 3 billlon dollars over a period of years.

For the foreseeable future, given a continuation of current ecanomic
policy, ‘the USSR will contimie tc derive a net econmelc zain from its
alliance vith the Furopean Satellites slthough this gaio will probably
be proporticuately smmller than previously.

Conversely, the economic contribution of Commmist China while
small, 1f not negative, during most of the last decade, 18 becomlng of
locreasing importance to the U3SR.

Soviet aid supporting Coesmunist China's forced iadustrialization
has been wholly on & pey-as-you-go basis and, vhile the goods recelved
by Chine are vital to the industrislizaticn progres, they bave not
represented any significant drein ot the Soviet econosxy.

In addition, the rapid econmmic grovth of Commurist Chioa, made
possible by the receipt of this Soviet aid, will increasingly permit
China to support from irndigenous sources 1ts ovn industrial and military

goods production programe.
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In terms of total economic strength, using the concepts of gross
pational product (GNP) and industrial production as s measure of this
strength, the contridution of the Eurcpean Satellites and Communist
Chiua to total dloc power is impressive. Aggregated, theme states
contribute about 45 percent of the total Commmist Bloc GNP and about
the seme percentage of total industrial production. Of particular
significence is the rising share of Commmist Chins in total industrial
production; 6 percent in 1950, 12 percent in 1959, and an estimated 16
percent by 1965. With an anmual average rate of growth projected for
the 1959-65 period of sbout one and cne-half times that of the aggregated
Western Alllsnce, the growing economic strength of the Communist Bioc
is & formideble challemge to the West. In addition, due weight should
be given to the relatively greater pover of Communist goverrments to
direct the expenditure of national rescurces.

This economic growth has also been a significant contribution
to the political power of the Soviet Bloc. Moreover, the extension of
Soviet political and economic power into Fastern Furope and Mainland
China has provided distinet assets to the Soviet Unlon in addition to
the aggregative increase in total economic strength. It has replaced,
on borders of the Soviet Union proper, wmeny of the governments formerly
hoetile to it with Cossamist regimes not only “friendly” but also
heavily dependent on it and therefore amenable to Soviet control or
guidance. It has, in the Soviet Union's own eyes, largely removed
the threat of “capitalist emcirclement™ end provided it with forward

militery positicne from which to pressure the West.
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In addition to these assets, and at least of eqial importance,
1s the boost for the pover and prestige of vorld comsmmism provided by
this smltiplieation of commmist regimes. Their existaiice has been of
great importance to the beightered elan of the world casamist movement
and to commmnism’s claim to represent the system of the future

The liabilities incirred by the Boviet Uhion in the formation
of the "socialist camp” are equmlly impressive. In Easiern Fwope
Soviet political control is mairtained largely by the tlireat, or the
uss, of force. Historic nationalism in some of these Saellites is
coupled with & traditioonl emity tovards Russia. 5o tliese factors
mwt be added the restiveness ircurred by the depression of living
staodards and the totalitarian system of rule.

Commxnist China presents & problem of & differeiit natwme. Close
political relations with the USSR are maintainsd on tbe basis of near
co~equalness ratbher than by force. The mational interests of the two
states 4o not alvays coincide -- and may well significantly diverge in
the future -- affecting Moscov's begemomy in a system viiich demands a
single source of leadership and directiam.

Froa & Bllitary point of view, the armed forces of the Soviet
Satellites and Coomrinist China provide a significant. increment to total
blor military strength. They are the source of over 50 percent of the
total active strength of the armed forces of the Sino-Suviet Bloe (59 per-
cent of Army active strength) snd & lesser, Dut meaning’ul share of
military aircraft ant naval veasels. The wreas canirol.ed by these

forces provide a defensive buffer sgainst ground action and a vital
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contribution towards eerly varning for air defense purposes. The
size of the Soviet comtribution of military end-items has become
proportionately smaller while the capability of the other bloe
menbers to supply their militery forces from indigenous production
has steadily increased. TNometheless, the Bloc members are far more
dependent on the USSR for advenced weapons than owr allies are upon
the U3.

While the Fastern Furopean Satellites amd the Commmmist Chinese
military forces are well trained and equipped to fight effectively,
any estimate of their coptridution to totsl military strength depends
upon an evaluation of thelr "reliebility.” This reliability judgment
also has gradstions within groups in each metiomal state and between
the variocus bloc coumtries. Om au ordipal scale, Communist Chinese
forces would probably stand at the top of the list with East German
snd Tungarian forees at the bottam. The other Buropean Satellites
would be ranked in between with the degree of rellability in large
pert & function of the matwre of the conflict.

B. The Western Alllances

It is true, too, that our alliances have clearly reslized
significant gains for the United States. On balsnce, these gains
acerue equally to each pertner since the alliances are effectively
based on common politicel velues, reciprocsl security agreements,
and mutually advantageous economic relationships. That there are
costs to the US -- and to its partners ~- in these alliancee is also
recognized. Almost without exception thowgh, these costs ere ad hoc
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liabilities vhich result from the freedom of action insired to each
mesber of the allisnce. Of crociml significance in this comparative
study is the fact tiat the lomg-run effect of theae coa:s on the
stabllity and cohesion of the allisnce is to strengthen it.

Economically, the Harsiall Plan ard the Point IV priograms of
the early posivar years were the antithesis of Soviet -esproprimtion
policies. Freely given, they provided the economic stahility essential
to the survivial sud progress of the reciplents as menbors of u Pree
World cammmity. The economic relatiomships of the US vith ite
allies, based on the prineciple of mufaual sivantage, hav: not differed
n‘beﬂn'.u:( from pre-alliance periods.

Measured in statistical terms, the GNP of our allien 1s presently
larger than that of the UJ anZ their total industriel pioductica is
nearly equal to ours. Both measures are & groving share: of total
Allied economlc strength. The past, and projected futwee, grovth
rates of the Western Allisnce as o vhole, however, ere ower tlan
those of the Commmnist Bloc.

Politically the great contribution of our Allies 1s the fact
that they bhold to the cammon principles of buman dignity, freefom,
and individual worth; principles vhich have resulted in & degree of
mitual cooperation in attailning common goals that is ummrecedented in
peacetime. The political cohesion of the Western alliances during
such periods as Korea, the Berlin blockade, end the cur:ent Berlin
situation is further testimony to the contribution of our allles to
Western vorld political power. This coheslon against a common foe,

coapled with a freedom of choice in internal political affelirs is an

6
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asset vhich 18 becoming increasingly recognized by the underdeveloped
and uncommltted nations otmmldanﬂquriuryveaponiuthe
political struggle. Events such as Dungary in 1956 and Tibet in
1959 nemwenhmeowmulwhilehelpmtodullthelureor
the commmist ldeology-

US militaxy strength is impressive. The comtribution of
our allies to total allied strength 1s perhaps wore impressive.
In terms of total axmed forces mctive strength our allies contribute
almost three gquarters of the total {five-sixths of totel army
active strength), sbout two-fifths of the aireraft in operational
wnits, and about three-fifths of total aliied naval strength. In
each of these exemples, this voluntary association has resulted in
a contribution vhose share of the total is mmch larger than the
share coerced by the USSR from its Satellites -- testimony to the
fundamental differences in the mature of the two alliances. These
allied forces represent an impressive deterrent and retaliatory
strength.

The costs to the U3 of its military ald program are signi~
ficant, but for each dollar we have spent on milltary assistance
between 1950 and 1958, recipient mmticns bave spent wore than

gix dolliars.
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II. THE USSR AND IT8 BLOC AND PACT SYSTEM
A. The Buropean Satellites

1. Economic Assets ard Liabilitiea
ST TOBCRhS ang Liabilitiea
Important economic benafits have accrued 1o the Boviet

Union from its aggreements with the Eurcpean Satelliter eince World
War II, although these hava bees sharply reduced aince 1955, and in
some recent years there may have been Boviet econoalc cists. Through
its political and military power position the USSR axerts considerable
control over the ecomomies of the European Satellites, The degree of
Soviet control, given its inherent ability to apply dirvet and ruthlesa
preasure in order to enforce its objectivea, has been cunsistently
high asince the seirure of power of Communist regimes in each of the
Eurcpean Batellites. Howaver, the nature and form whict this control
has actuslly taken over time has varied.

During the early postwar years there vas a clear advantage
to the Boviet Union fram direct reparations of capital plant ani
equipment received from the European Batellitea; from iniirect repara-
tions in the form of profits of Soviet-controlled coupanies which
used akilled personnel, plant and equipment, anl matorists indigenous
to the area; from Satellite payments of the occupation costs of the
Soviet troops in their countries; and from the abnormall: low prices
pald by the UBSR for such goods and services as East German uranium
ore, Polish coal, and Polish railroad services. Theae Scaviet takings
vere slowly reduced during the early 1950's, but continucd through at

least 1955, and in the cese of Eest German occupation ecoets, through
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1958. Over the postwar period as a whole a rough monetary estimate
of the reparations comes to 10 to 12 billion dollars, several times
the vslue of Soviet credits to the Satellites during this period
which amounted to about 1% billion dollars end which were probably
partly repaid by 1956. In view of the weskened state of all Soviet
DPloc economies after World War II these impositions must have been
of considerable advantage to the Soviet Union and were certainly a
heavy burden on the European Satellites.

With the establishmeut of Soviet-type econowic systems
in each of the Satellites, involving state ownership of most of the
means of production and central planning of the economy, economic
policies favoring the rapid development of heavy industry and the
development of intra-bloc. trade have been the primary objlectives of
each of these countries. In following these Soviei-inspired policies
the Satellite regimes have implemented economic plans which both
supplement and complement the economic developrent plans of the USSR.
Although the Soviet Union can levy specific requirements on particular
Batellites for industrial development programs which it considers
important for economic or strategic reasons, Satellite plans are
neither closely integrated with the Soviet plan nor can the Soviet
Union now utilize the ecoxomic resources and production of the
Satellites as though they were its own. The practical limitat.ions
of control by sheer force were amply demonstrated in the events of
1956, since which time the Soviet Union has preferréd to discard the
most onerous forms of control over the Satellites. In discarding

these controls it hes allowed more liberal economic policies in some
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of these countries {potably Poland sand Hungary) and has provided
greater support for their economic programs. These meéasvres have
involved Soviet econoale outlays, or et least the foregoing of
certain economic gains, in the interest of enmsuring the economic
and political stability of the European SBatellites.

During 1956-58, Soviat credits to the Satsllites
exceeded those extended Iin the entire preceeding decele, apd thay
involved more favorable terms -- longer repayment periods and lower
intereast rates. Moreover, the Soviet Union made some additional
economic concessions, such as the cancellation of part of old debts
due from the Satellites; the grapting of higher pricea fcr Polish
coal; Polish railroad eervices, and East German uranium cre; amd
reductions in the charges to East Germany for occupation costs.
These concessions probably freed the Satellites from obligations
to the Soviet Union of over 3 billion dollars, which woull othervise
have had to been paid over a period of years.

Since the disturbancas of 1956, Soviet-Satellite trade
relations have assumed a volume and character vhich more closely
approximates the ecopomic les of camparative advantege. At the same
time, however, these trade relations reflect the effects of Boviet
influence in the orientation of Batellite economic develcpment along
lipes both supplementary and complementary to Soviet ecortmic develop-
ment. In 1958, trade in each dirmction between the Soviet Union and
the European Satellites amounted to about 2& billion dollars; roughly

one-half of the total forelgn trade of the Boviet Union and LO percent
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of the total foreign trade of the Satellites. The pattern of Soviet
trade with each of the European Satellites varies with the degree of
industrialization of the Satelllte trading partner. From the more
{ndustrialized Satellites the USSR receives machinery and ednipment
such as merchant ships, railroad, metallurgical, chemical, and
electrical equipment in exchange for raw materials and food; from
the less industrialized Satellites, on the other hand, Soviet trade
involves the exchange of raw materials snd foods for items of Soviet
manufactures.

On belance, if the European Satellites were guddenly
detached from the Soviet Union and all intra-bloc trade ceme to a
standstill (with no concomitent increase in Scviet trade with non-Bloc
countries) 1t would be a clear disadvantage to the Soviet Union. The
USSR, with the Seven Year Plan goals as & restraint, would undoubtedly
have to use more internal resources in producing the commodities and
services plenned to be imported from the European S.tellites than the
resources it plans to use in producing the goods and services to be
exported to the Eurcpesn Sateliites in payment. Under a second
assumption, namely, that the European Satellites were detached and
normal trading relations were establibhed by the Soviet Union with
all countries (former Furopean Satellites and mon-bloc countries),
then the ﬁattern of trade_with the former European Satellites would
probably not be very different from what it is at present. This
contiruation of patterns, at least in the ghort run, would be &

function of the history of the economic developmeot of the European

11
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Satellites since World War II as affected by the irflucnce of the
USSR on Satellite ecooomic development. Over the longer run, the
economic development of these "former” European Satell: tea, ecpecially
under a condition of market economies, would probably ¢hange direction
and be leas complementary to the USSR. In that circumetance the Soviet
Union would probably suffer a pet "loss".

The ecopamic benefits wo the Soviet Union of its pact
with the European S8atellites, as described above, are izportant
and, to some extent, quantifiable. Probably as importaat, if oot
more important, is the contribution of these economias Lo overall
Soviet influence and prestige. This contribution 1s alio the most
difficult one to quantify. Economic sire and growth in the Eurcpean
Satellites is a significant contribution to the size ani growtn of
the Sino-8oviet Rloc. The size of the Rloc relative to the Free
World is considered by many to be & significant measure of the success
or failure of the Communist system mand the achievemoat »f rapid or
low rates of growth another guch messure,

From the point of view of size alone, the 3uropean
Satellites represent & considerable addition to the ecolomic resources
of the Soviet Unlon. Population, total civilian exmploynent anc
employment in industry in the Satellites are approximet«cly one-half
of that in the Soviet Union in each case. The aggregate gross national
product (GHP) of the European Satellites amounts to about two-fifths
of the Boviet GNP and is about ejua) to the GNP of Weat Germany. Same

of the Satellites are more developed economically than the Soviet Union;
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others are less developed. East Germany is one the most

industrialized countries in the world while Albania is the most
primitive country in Europe. Per capita GNP in the Satellites

ranges from a high of $1,100 to $1,200 in East Germeny and Czechoslovakia
(compared to about $1,500 in West Germsny, $2,500 in the U.8., and
pearly $1,000 in the Soviet Unionj, to approximately $500 in Bulgaria,
and probebly much less in Albania. Satellite totel industrial
production presently is over 55 percent of USSR industrial production,

e smaller share than in 1950, but still a significant portion of the
total.

Economic growth in the European Satellites bhas roughly
paralleled that in tbe Soviet Union. Since 1950, GNP in the Satellites
has grown at about 6 to 7 percent a year, and industrial production at
sbout 9 percent s year. Rates of economic growth in the European
Satellites are expected to decline only slightly in the next few
years -- to perhaps 5 to 6 percent for \GN'P and sbout T percent for
industrisl production. Past rates of growth in the Furopean Satellites
have been considerably larger than in the NATO countries as a whole
{with or without the United States), ann} have been equalled in only
e few countries of Western Europe. (See Appendix for a tabular
presentation of comparative economic data).

This success in achieving a rapid rate of industrial
economic growth was accomplished, in large part, at the expense of
little or no improvement in living standards. Comparisoms, in living

standards, with Western Europe are more unfavorable to the European

13
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Satellites then they were ten years sgo and, in some cases, than
they were before World War II. This fallure to fulfill either the
promises of the regimes or thes expectations of the populstions bas
been an important slement in the economic and political inatability of
the Eurcpean S¢tellites, particularly in the period 195:-56. Fresent
economic policies in the European Batellites, although etill aimed at
achieving rapid ecopomic grovwth, appear to provide for ¢ steady, if
slovw, rige in living standards ani tend, therefore, to te more conducive
to political stability than the sarlier "Stalinist® policies.

The Soviet Union probably also benefits economically from
Puropesn Satellite trade relations with the underdevalored and uncommaitted
countries. The economic gains from comparative advantage, particularly
in the export of whoiz plant and equipmert {projects) ard of technical
talent are quite clear. Less directly observable but probably equally
important, 18 the fact that this activity is & less-obvious fora: of
communiet economic penetration than if it vere practiced solely by
the Soviet Unlon iteelf. !

2. Political Assets and Liabilities

The extension of Boviet political pover into Eastern
Furope at the close of World War II has provided certair distinet
mgsets to the Soviet Union. Firat and most obvious, it enhanced the
security of the Soviet state. Bot only bed the govermments of the
countries bordering the Soviet Union frequently been bostlle to 1t,
but the geographical area itself forms a patural invasica route of
the USSR, and history is replete with inatances when thet area bas

been 80 used. The imposition of Compunist regimes in tie East European
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countries -- in effect an extension of Soviet state power -- meant the
establishment in those countries of govermments not only "friendly" to
the Soviet Union but almost entirely dependent on it and amensble to
Soviet control. The conclusion of bilateral mutual assistance treaties
between the Soviet Union and the communist regimes of these countries in
the late 1940ts, and the founding ’i;f the Warsaw Pact in May 1955 provided
the legal framework and Jjustification for the stationing of Soviet forces
in Eagtern Europe and their reintroduction in the event the regimes there
vere threatened either from within or without. Tbis forward position of
Soviet military power in Europe has both enhanced the Soviet state's
gsecurity and provided the Soviet Union with a vantage point from which
to pressure the West, particularly in the case of Germany whose Bastern
part is occupied by Soviet troops.

In addition to these assets and at least of equal importance,
{s the boost for the power and prestige of world communism vhich has been
provided by the multiplication of communist regimes in Eastern Europe and
the formation of the “socialist camp."” Despite the fact that the East
European bloc regimes were set up and are largely maintained by the use,
or threat of use, of Soviet military force, their existence has been of
greet importance to international communism's added prestige in inter-
national councils {UN ard East-West negotiations), to the heightened elan
of the world coemunist movement, and, probably most important of all, to
communism's claim to represent the system of the future which will

eventually and inevitably encompass the entire world.
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The lisbllities to the Soviet Union of its East European
enpire are oo leas impressive than its assets, and they stem from two
fundamental factors which the Soviet Unlon cannot alter without basically
changing the nature of the bloe structure in Eastera Europe. Firat, the
regimes were imposed by the Soviet Union by force (axcept, in Czechoslovakin's
cage, under the shadow of Soviet armed might) againat tze will of the
people in Eastern Burope and they are maintaiped largely by the uge or
threat of use of Boviet force. Thus they are obliged t) suhordinete
their ovi national interests to the ioterests of the Sosiet atate and
therefore are, by thelr very mature, colonial regimcs 11 an era where
patiopalise is probaebly the strongest political force eitant. In addition,
scae of the pationalities of Eastern Europe hold treditional emmities
toward Russle as a historic sntity. A second basic amd closely related
wveakness is the fact that moat of the peoples of Easter:i Europe strongly
dislike the ccomuniet gystem imposed upon them, with it3 stringent damestic
policies, depressed living standards, and oppressive me.hod of rule.

These two factors reinforce eack other: dislike of comsunies is heightened
by the fact that it bas been imposed by sn allen govermrent, and hatred

of national oppression is intensified by the fact that .t is totalitarian
in mature.

The harsh policies vhich the Soviet Union 13 obliged to
pursue to maintain the stability and unity of the bloc itructure in East
Europe also affect adversely other Soviet foreign policles. For example,
Soviet intervention to suppress the Hungarian uprising in the autumn of
1956 belies Moscow's profecsed desire for “peaceful coetistence,"” its

alleged respect for the independence of all petiors isx3 aod omall, etc.
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Similaxly, the renewed ofttecks on the irdependent Yugoslay regime in
April -y 1‘)1‘7'6 Aameged the USSR's asslducusly cultivated reletions with
the peugratist cowntvies of 8sia.

The future outlook ls for the maintemance of Hovieh control
over Eastern Europe for the foresesable future, and for the reasons given,
Soviet hegowony in the area will comtinue to comstitute a positive benefit
for the political interestis of the USSR.

The waintenance of Soviet influence in Bagtern Burope will
not, howevar, be an unalloyed blessing and will be heset vith continuing
difficulting. Bven though the USSR has largely succeeded in repaixing
the damsge ceused by the Hungarien revolt and Polish riots of 1956 and the
short~tera cutlook is for less instability, it appears likely that, over
a period of time, there will be a greduval atvtenuation of the more overt
forms of Soviet control in Fastera Burop=. In more than e decads of the
existence of Soviet comtrol over the communist regimes in Eastern Burope,
there have been four major ceses of natlonal defience or populsr revolt
sguinst Soviet rule (Yugoslisvia, 1948; Bast Germen Berlin uprising, Jans

1953; Polapd, June-October 19%56; wa Hungary, October-November 1§56}, with

.

ome of ther completely successful (Yugoslavia), ope of them partially
succossful {Polard), dnd the other tvo suppressed at a large cost to Soviet
prestige. Tharve may well he gimiler developments, slthough under different
cireumstizness, over the next decade imasmuch as Moscow'e basic problems

in the area vill remeln unsolved. Simdieneously, or alternetively, the
USSR may feel obliged to grant the satellilte vegimes s large degree of
autonomy in the hepe thet this will alley populey hestility awd svoid

overt acts of d=fiance.

A7
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3. Militacy Assets and Lisbilities

Evaluated only In terms of sheer mag itude the armed
‘orces of the ZSurvpem Satellites brovide a sigrifizant incremant
to total Sino-Soviet Bloe militery streagth. At the sapge time,
this increment of streugth 18 available to the USSR onls at a very
¢ onsiderable cust.

‘There is a close inter-relationship betweon, the miiitary
establishment of the Soviet Unioc and the Europearn fate lites, with
the latter depending bheavily on the former for veapcns, equipment,
0L, and other support. Thia dependerce ie intevticnal, hovever,
and 18 in keeping with Soviat plaps for retmining inter: sl military
&ad politieal control irn these countries as vell as for retaining
cortrol over the freedom of action of these courtries ir their owi.
foreign policy, military, and politicel activities. The Satellite
military raw materis) ezd hardvare contribution to the U3SR is,
iz turn, nearly insigrzificant except for the provisior o° uranium
ore and the production of military electronic srd opuical equipment
in East dermany and Czechoslovakia. In additior, the comtries in
which Soviet troops are stationed {Bast Germary, Pulend, and Burgary)
supply products such as food, fuel, clothirg, and ammruani-iion to the
Soviet Fources and provide some material and training as jart of the
Soviet Bloc military aid programs.

Gf the totel Siro-Soviet Bloc mctive militery manpower
strength of about 9.3 millioa, the Eurcpean Sateltites ccatribute

over one million military troops. The Soviet-sponsored groucd armies
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of these Satellltes total nearly one million men, organized in some
sixty line dlvisions. They are equipped with Soviet-type armored
vehicles, artillery, small arms, and electronic and engineering
equipment. Moet of this materinl has come from the USSR, although

all of the Satellites except Albenia are producing some Soviet-type
militery equipment. Only Czechoslovakia is known to be making weapons
of original design. gatellite line divislons are generally well '
organized, well equipped, and well trajned; some of the units reflecting
the letest Soviet organizationsl concepts desigoed %o meet the requirve-
mente of modern war in which tactical nuclesr weapons could be used.
The combat effectiveness of these forces is msinteined at a high level
and, while almost wholl& dependent on Soviet leglstical support they
eculd, with an outbreak of hostilities, provide a defense buffer for
the USSR and/or protecilon for ite lines of communicatiuﬁ. {See
Appendix, Teble 3, for tabular data)

The Buropean Satellites have only a 1imited air capability.

Op the other hand, in addition to providing thls marginal supplement

to the etrength of the Soviet air force, the air defense role of the
gatellites, ospecially Czechoslovakia and Poland, is an lmportent
_source of esrly warniog to the Soviets. & mejor contribution is the
larger number of well distributed airfields and depote %bich would be
jpvalusble as advenced staging areas for the Soviets. (Czechosiovakia
and Poland also have minor military aircraft isdustries but these

lean heavily on the USSR for meteriel support. The contribution,

similarly, of the Samlellite naval forces o the overall stremgth of
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vhe Sino-Suvriei navel forces is also marginal. Mcst ar: of Soviat
origin; and all are heavily dependen: upon the USSR for logistie
support. Gome emall bene?it <o the USSR probably also :ccrues as a
resuit of the use by Soviet nevai forces of Batellite pcrt facilities.

While the Satellice mil itary forces are well trailred ard
equipped to fight erfectively, the capadlility to assist the USSR in
var depende to a preat extent on their "rellability.” It 1g in this
area that the evaluation of costs or benefite becomes most difficult.

Reliability mey be considered to be ar’fected primsrily
by ¢he influence that the USSR vill have on these forces. elther due
©o the sroximity of Soviet armed forces, or the success of Comminist
indoctrination upen thair wiill to fight. Relisbility to the Bloc cause
would have various gradatione within different groupe in a single
country. 7he national leadership, being de facto closely identified
rith £loc objectives, can be considered ae highly reliable. The
careful, eelection and surveillsnce of military leaders ard their
indoetrination and that of their “roops should result in a higher
degree of reliability among the military than in the population as
a whole.

Satellite armed forees would fight beat agilnst traditional
sitemies ar if' they belleved their national interests vere at stake. In
4eneral, the craies could be expecied to fight st lemat r asonably
well witil Rloe forcec are put on the defensive and forceal to retreat.
it oply Bwaevse of stiiet Soviet control meagures, sigpif .cant de’ections

rould wow he confidertly axpected wntil this situatior ex: .sted.
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Tt 15 difficult to rate the Satellites in order of
reliahidity. BHowever, iu Bast Germany, the most exposed Satellite
vith tles of blood with West Jermany, the USSR would probably exercise
great core in the manner in vhich East German forces weve employed.
Bulgaria, on the other hand, belng traditionally pro-Ruasian, would
probably be considered as reliable by the Soviets. In all cases the
performance of the Satellite pations, would be determined in large
part by the clrcumstances of the war.

B. Communist China

1. Economic Assets and Liabllities

The decade just psssed, which saw the seizure of power
by & communist reglme in malaland China and tone alliance of that
regime with the Soviet Union, was a milestone in Sino-Soviet relations.
It 1s only now that the point is belng reached where economlc magnitudes
have a significant meaning in terms of the costs and benefits of the
allisnce to the Soviet Union. Berring some unusual and unexpected
development which would drastically alter the present course of the
sconomy of Conmunist Cnina it is estimated that the rapid growth in
fommuniat Chine's eccoomlc strength will continue and that this growih
will be of increasing bemefit to the worid power position of the USSR.

During the past ten years, the timely and selective
shipment of Soviet manufactured machinery and equipment and the pro-
vigion of %tecehniclens and other %technical aid has had s tremendous
impact oo the Chinese Cowmmist irdustrial economy. Soviet aid has

teeu concentrated on the building and equipping of large, relatively
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wodern, industrial nlanis wahieh forw the backbone of tte Chinese
industrial develoyaest progrem. By the end of 1958, about 140 to
!5 of the some 377 major plants being built with Boviet assistance
bai gie into pilot or Pull operation. Chinese Commnist industrial
protuction, uver th- period 1950-58, 1s estimated to hare increased
approximately 5 times, an annual average rate of about 23 percent.
iross nativnel product oearly dcubled during thie sume jeriod. (Bee
Apprndix, Tables 1 and 2, for further statistical dauta)

The Soviet support for Communist China's forced
industrislization program has not been of any significant cost to
the USSR. In the earlier yesrs of the program the USSR provided two
‘oans for economic purposes totalling $430 million. These were
substantially used up by the end of 1955, snd since tha*. time, the
Chinese have been exporting more to the USSR then they lave been
importing. This excess of exports over ioporta has beer. going
primarily to repay these economic credits plus same military credits
uged in earlier years. It is not impossible that these priority
contributions to China's industrialization have been of some cost
to the Soviet economy by hindering the equipment of programmed Soviet
industrisl expansion. In view of the rapid expansioa of the Soviet
industrial base in recent years, however, it is pot Selieved that the
shipment of machinery and equipment to Communist China has repra2sented
any significant drain on Soviet industrial growth.

The goods received from the USSR are vital to Communist
China's industriaslization program whereas thoae received by the USSR

from China are not rearly ac vital to the Soviet economy. Nonethelesa,
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the USSR derives substantial benefits from Communist China exports
of such commoditics as tin and beryllium which are not available in
sufficlent volume froa Soviet sources. Other Chinese Communist exports
to the USSR -~ foodstuffs, textiles, and raw materials -- have no
direct bearing on Soviet industrial production but, as a result of
comparative advantage, result in the freeing of capital resources
for further industrial expansion in the USSR.

In addition, the rapid development of the Chinese
Commmist economy, and especially the industrial sector, 15 in itself
& benefit to the SSR. The Chinese Communists are increasingly able
to provide capltal goods for the expansion of their industry and to
£111 their own mniliiary supply requirements. Chinese Communist
industry produces small arms and smmunition; end, with Soviet help,
has been sbtle to undertake the production of Soviet-type artillery,
Jet aircraft, tanks, and submerines. Some of the compopent parts for
these items are presently supplied ty the USSR but the Chinese Communists
have not advanced beyond the "assembly stage” in which the Soviet-mede
parts were put together in Chinese factories.

Comtinued repid expansion of the Chinese Communist
economy will he of increasing benefit -- and decreasing cost -- to
the USSR. 'The image of rapid industrialization under e Soviet-type
system presents an appealing picture, particularly to the underdeveloped
countries of South ard Southeart Asie. S0 long as this picture is not
unduly blurred by a realization of the huren costs inmvolved s or destroyed
completely by crude power blunders such as recent Chinese actions in

Titet and Iudia, the USSR vill realizc & net gain from the allimnce.
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If Communiet China can maintain its previous rapid
economic growth, it will be able to provide the additional rescurces
needed to equip ard maintsin & large and increasingly modern armed
force without the aseistance from the USSR which was forthcoming
in past years. While assessments of the economic develapment of
Comaunist China sre uncertain at best, it is estimated hat industriel
production in Commnist China, less than 7 percent of tiat of the
USSR in 1950, may have grown to about 16 percent by 195} and, by 1965,
could increase to about 25 percent of thet of the USER ieccording to
present forecasts. This expanding iadustrial base woull provide the
goods and services required for an expension of Comrunist China's
foreign aid program in direct support of the overall Blse forelgn
economic policles.

In short, if the anticipated rapid grovta in Communist
China's economic strength actually occurs, it will greatly benefit
the USSR through its effect on the Bloc'e general econcale strength
end through its enhancement of the preetige accordei tc the Soviet
economic model by the underdeveloped and uncomuittei ccuntries of the
world. The one sour note from the USSR's point of vles -- and it ie
essentially a politicel rather than an economic note -- is that
Communist China's greatly enhanced economic strength as it le
translated into military aad political policy may contipue to be
wrapped in 8 revolutionary fervor vhich vill make 1t lese responsive

to, and more independent of, ovarall Soviet objectives.
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2. Political Assets and Liabllities

The Soviet Union derives substantkial assets from its
alliance with Communist China. The existence of & communist ally in
Mainland China greatly increases the security of the USSR on its flank
in Asie and the Far East. Yurther, the establishment of the Chinese
Commupist regive was -~ 88 the Soviet themselves publicly proclaim ~-
the most significant extenslon of commmnilst power in the world since
the communist revolution in Russia in 1917. For thelr part, the
Chinese Commmists see in the goviet Union a gusrauntor of theixr
security and an indispensable source of the economlc asslstance which
they need to reelize their smbition to build Communist China into a
modern industrial. power.

At the same time, the acquisition of a valuable ally In
Mainlend China has raised certaln problens for the Soviet Union. From
1ts very inception the Chinese Communist regime has occupled & specilal,
junior partner, position in the bloc system, and has presented the UBER
with & unlgue problem in meintaining close relations with 1t. As
Communist China's power has grown it bas become more voeiferous snd
assertive in pursuing certain of 1ts national interests vhich do not
eoincide fully with thoase of the USSR. A case in polnt is the Peiping
regime'’s recalcitrant and aggressive otand in 1ts present border dlspute
with Indis which the USSR apparently views as detrimental to its short-
term intsrests. i

The Chinese Commmnist regime's special gtatus in the
communlst bloe, which has becoms even more pronounced since the death

of Stalin in 1953 end the USSR's troubles in East Burope in the sutumn
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of 1556, 2a43 also had disruptive effecta withir, the Bloc. Basic :n
this regard is the fact that the Peiping regime 1s building “socialism”
under conditions which differ greatly from those in the USSR and con-
sequently is led to adopt policies and ideological forpulations which
iverge from the Soviet model. The most recent exampl: of this ig
the commue program in Corrminist China. Although this approach to
the administration of agriculture end mmall scale induitry appearg
to the Chinese Coremunist leadership as logical -- indecd, vitslly
necessary -- 1t is a significant deviation from Soviet pract.ce 1in
a critical field and hence posei 8 challenge to the UStR's position
of unqualified leadership 5f the communist bloc and internationsl
communist movement. The S.viet Unilon's dieapproval of the commune
program his been unmistakobly, though cbliquely expresasd.

In sum, Peiping's emergence vithin the Bloc as a second
ideological center -- giver the diffarent conditions caifronting the
Chinese Communists -~ cannst but affact Moscow's hegemoiy in a system
whick claius to be basai upon a universal seientific trith and thus
demands a single source of leadership and direction.

On balance, the Sino-Soviet alliance conutitutes a large
advantage to the Soviet Union, a3 wvell ae to Comrunist (hina jtself.
The prospects are that the dominant characteristic of tie aliiance
for the foreseeable future will be continued cloge cooperation betweer
the two powers in vhat they conceive of as the ir vital struggle against

the pnon-co mmunist world.
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It is also likely that the difficulties and problems
in maintaiuing close hermony in the alliance will incresse with the
pessing of time. This is true because Commnist China‘s increasing
powef and decreasing dependence on the Soviet Union will weaken the
leverage the latter has on Pelping and provide a more propitious
background for the emergence of differences between them., Nevertheless,
both powers apperently see 1o scceptable alternative -- guite apart
from the obvious advantages -- to maintaining their alliance, and
adjusting to differences which arise between them.

3. Military Assets and Lisbilities

The military establishment of Communist China depends
heavily on the Soviet Union f’oxl' support. Most advanced weapons,
complex eguipment and POL are supplied to the Communist Chinese armed
forces by the USSR. In addition, Communist China depends on industrial.
machinery and technical asslstance from the USSR to bulld up its own
munitions industry. The militery logistice contribution of the Chinese
Communists to the USSR is insignificant except for & few raw materlials
such as tin, tungstan ang, indirectly, rubber. However, the vast
menpower resources and srea of Communist Chine, extending from the
Soviet border to the Facifie, are potentislly valuable contributions
to the Biloc in time of emergency.

The Chinese Commmnist armies are equipped with Soviet
type vehicles, artillery, stall arms, electronic and engineering
sguipment, an inevesalng amount of which is being menufactured in

Commumnist Chins.

27

Approved For Release 2004/11/29 : CIA-RDP66B00403R000400250004-5



Approved For Release 2004/11/29 : CIA-RDP66B00403R000400250004-5

The Chinese Communist standing army totsle over two
million man, the equivalent of well over 100 line Adivieions, with the
bulk of thess infantry. A very much larger cemi-military militias,
reinforced by a hard core of ex-servicemen, could in time of smergency
be quickly absorbed into the armed forces. The militia is used to
asslst the army and police in maintaining internal security asd,
together with the army, to augpent the labor force.

Although not as modern as those of tuze foviet UToion,
the ground forces of Communist China are improving in ifficiency by
means of reorganization, training, and equipping with aewer weapons.
They are a formidable addition to Bloc military strength.

Tohe alr forces of Communist China have an improrving,
though limited, air capability. Thay are, however, still heavily
dependent on the Soviet Thioe for training, weapona anl eguipment.
¥hile the Chinese Communiets producs a few light transort planes
of their own design and belicopters and Tighter aircra’t in very
limited mambers, the Soviets provide all other aircraf:. Comssunist
China does not produce either jst fasl or aviation gassoline and is
almost entirely dependent upon shipmente of theee prodicte by rail
from the Boviet Union to satiefy its requirements.

On tbhe other hand, in sddition to supplesenting the
strength of the Soviet mir force, the air defense capahility of the
Chinese Cammunists is an important segment in the Eloc defepse warning
system and the many well distributed airfields and the.r facilities
world be useful as staging areas for the Soviete.
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Like the army and air force of Communist China, the navy
is also largely dependent on the USSR. Most of the ships in the fleet
are of Soviet origin and those few smaller types which have been built
outside the USSR are besed on Soviet plans ard technology. Communist
Chins has constructed submarines and escort vessels (the largest
warships constructed in the Bloc outside the USSR), but only with
conaiderable Soviet assistance. Iogistic support also comes largely
from the USSR. Ordnence and emmunition for the most part originate
in the Soviet Union as do POI. and spare parts for Soviet-type shipa.

The only Naval facilities of significance provided by
Communist Ching to the USSR are port facilities. Bowever, the Chinese
Commumnist Navy. especially its submarine force, is & small but useful
asddition to Bloc naval strength.

‘fhe capability of the armed forces of Communist China
is continuing o improve. Since the Korean War it has much improved
with Soviei sssistance in training and modernization. In addition,
the regime 15 stressing heavily political indoctrination 19 order to
insure loyalty to the regime. In small scale operations of relatively
short duration, as in Tibet, the Chinese Communist armed forces could
operate indepentiently. In large scale operations the Chinese Conmunists
should be able to contribute materially to the over-all military
strength of the Bloc, provided logistic support from the USSR is

forthecoming.
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III. THE US ARD ITS ALLIANCE SYSTRM

A. Bconomic Assets and Liabllities

It is pore than m little difficult to attem)t to strike
a balance of economic advantages and costs to the UB of 1%s EATO and
other alliances in terms commensurable with those used to describe
the UBSR's ralations with the other countries of the Sino--Boviet Bloc.
The first and moet obvious differeace is that the collect.wve security
arrangesents in vhich the U8 participates cannot be equated with the
Soviet bloc and pact system. Whataver expioitative econanic advantages
may have accrued to the USSR during the early post-World Var-II period,
(through direct and indirect reparations, other forms of 1ore or less
disguised expropriation, and crude manipulation of the teims of trade),
thay have no counterpart in the West. Indeed, while the {BSR war
taking reparations, the US was implementing the Marsbell I'lan and
Foint IV. Whether or wot these policles inmvolved, respactively,
net economic "gains” for the USSR or net ecooomic "costs” for the
US, they largely antedated the political and military sli.ances
and would thus seem only remotely relevant to an inquiry .oto tbe
pressnt economic strepgthe and wesimesaes of alliances se such. Had
thers been no Marahall Plan in the early post-war years, hovever, ve
would probably have fever Free World Allies today.

It bas been noted above that the econcaic divelopment
policies of the European Satellites wvere patterned after :hose of the
Soviet Union and that the foreign trade of these Sateilitus was

reoriented s0 as % cowplement and supplement Soviet resoirces.
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Here again, sur.jh "sdvantages” had no counterpart in the West. The
USSR wes -~ and, to & predominant extent, still is -- an autarkically
isolated eccnomic area, dependent to an abonormal degrse on its own
natural rescurces and on its own centralized planning. Enlargement
of this economic space to include the resources of the Batellites
made possible very real economic gains by extepding the scope for
internstional end inter-regional specislization. The US end its
Allies, on the other hand, already belonged to a world economy whicl,
although it was less integrated in the first post-war decade than
uader the pre-l9l% or pre-1931 international monetary standards, was
aevertheless more integrated ecomomically thau the Soviet Bloc is
todey. Moreover, in comparing the muperficially parallel moves
toward rogionsl eccnomic integration on the two sides of the Iron
Curtaln, anobher significant difference shouid be kept in nind:
integration of the Bloc has increased the Satellites' trsile depen-
dence on the UBSR; integration in Western Kurope has greatly Tmproved
the position of the Europzan countries in developing sound multilafersl
wrede relationships with othsr countriss, inclvding the U3,

To the extent that, sincs 1956, the Rloc wey hmve been
woving intc a third phese of economic inter-relaticnships, in which
trade 1s iperessingly of mutvel benefit ko the respactivs partners,
th.is. hos been only a partial and belsied turn towmed what hus ali

along been considered & normsl state of affalrs in Free World trele.
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Similar mutual bensfits from the international divizion of lahor

accrue to the US ip ite trade with its Free World partners regardless

of alliances. It may bs noted, however, that more than 85 percent

of both our import and export trade in 1958 (excluding 'epecial

category" exports) is carried on with members of our allisnce

system, or their overaseas territories. Thus, 1f it could be said

sbove that a hypothetical sudden detachment of the Satellites and

China or a cessation of intra-bloc trade would be "a clear dissdvantage

to the Soviet Union,” which has followed autarkic policies for 40 years,

an analogous hypothetical severance of ties between the 05 and its

Allies would be even more disadvantageous to this coumntry. Views=ad

in this light, tbe US undoubtedly has a far gr=ater econmmic stake

in its alliance system than the USSR bas in China and the Satellites.
The success and prestige of the Communist system are

frequently judged by the econcmic asize and economic grovth of the

Bloc. In this respect the resources of Red China and th2 Satellites

ndd considerably to the economic strength of the Soviet Inion. Bowever,

the allies of the US {oot countirg their overseas territsries) are

estimated to have en aggregate groes national product (erpressed 1o

dollars of comparable purchasing power 1/} surpaesing that of the

IS by one-eightls or more. Their total industriel production in value

y It may be noted that for the purposes of the present peper, which
involvee Qirect comparisons with estimates of Soviet Bloc national
accountr. gzgregates calculated by & purchasing-pover -parity method,
it would be seriously inconsistent and misleading to convert GRP
data of the other Free World countries imto dollare it the current
official exchange rates. The figures glven herein hive been expreseed
in dollar terms at implicit rates of conversion beli:ved to represent
the approximate purchasing-power ratios between the lomestic cwrencies
concerned and US dollars of 1958 purchasing power.
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terms is approximetely equal to that of the US. Their aggregate
steel production and electric power production are also of comperable
magnitudes. Thus, one can say that this country's various Allies
together bave all the industirial strength of a second United States,
that the total GNP of the US plus its Alli=z is &jout a Strillion
dollars of 1998 purchasing power, and that the particular combination
of Free World countries thst is linked by multi- and bi-lateral
security arrengements with the US still "outweighs” the Sino-Soviet
Bloe economically by more than two-to-one.

Now that retes of ecomomic growth are coming increasingly
into public consciousness as elements of the contest for "prestige"”,
it is of speciel interest that the perceniage growth of our Allies'
GNP and industrial production has considerably exceeaded that of the
US during the past decade. An important element in this growth in
the first half of the decade is of course the period of recovery from
the destiruction and economic dislocation brought om by World War II.
It is probable that during the next few years our NATO partners and
our other Allies will coantinue to grow economically at & somswhat more
rapid rate then this couvntry. The relatively greater importance of
their combined economic cstrengih will be of increasingly critical
importence if the Free World coalltions are 1'.,0 maintain a substantial
material lead over the Bloc.

As the ngme of the "mutuel securlty progrem” suggests,
& large pert of the military and economic foreign aid effort of the US

is associsted with our policy of collective security. It has undoubtedly
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contributed to the fact that today the Bino-Soviet Bloc is confronted

by a est of interlocking collective eecurity arrangemenis having twice
the economic importance of the U3 alome. On the other land, it would

be just as clesarly umremlistic to tiy to impute the "corts” of our

aid programs against specific economic "sdvantsges” which, even if
quantifisble, would be non-comparable. For example, ow ailitary

grant aid programs, vhich are running at a level of som 2 billion dollare
scnually, are not in gencral op a quid pro quo basis with the recipient
countries. Rather, they must be viewed in the context ¢f our entire
dsfengs effort, in which the manner of allocatlion or dsjdoysent of
particular U8 resources of men, supplies, and material ceapends ultimately
on our strategic intereste. In this sense, military grint programs

ars anslogous to cur expeaditures of dollars abroad to cupport our

own overseas troops asd installetions. To eingle ovt deliveries

of military end iteme to sllied governments as & more @ gnificant
portica of the "cost" of a collective security arrargent than, say,
maintepance of SAC bases i the U5 end abroad is very misleading.
Moreover, some of our military aid goss to goveraments with which we

.are pot forselly ellied.

The reletionship betwean our economic aid and our collective
security errangement 1s still mcre indirect. Of total 1on-military
grants running at en anpual. rate of about 1.6 billion drliars, less
than a billion dollars go to Allies. Where credits or sales oF
agricultural products for local currencies are concernel, it 13

W
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impossible (except in one or two obviocus cases) to consider such "l.id"
as part of the "cost" of am alliance at all. Indeed, with few excep-
tions, our NATO Allies are now repeying us more anmually in debt
redenption than they are receiving in new credits or gz.mts,‘

B. Politi.cal Assets and Liabilities ‘

Collective security in peacetime must be grounded on a
set of basic values held in commcn, a security system acceptable to all
the Allies and to which they all contribute, and mutually advantageocus
economic relationships. The intersction of these three factors deter-
mine not only the durability but the political strength and cohesion
of the allisnce.

It is the great strength of NATO that it so materially
satisfies these conditions. The values held in common among the nations
of the North Atlantic Commmity are a5 extensive end probably more
responsive to basic human aspirat:ions than those held by any other
group of people in the worid. Although interpretations of the -eoncept
of democracy vary somevhat, attaciment to the principle of human dignitj,
freedom and individusl wortn is almost universsl. Perhaps, more signifi~
cantly, the North Atlantic peoples recognize their common heritage and
West Europzsn culture derived from Greco-Roman civilization.

Faced by the danger of Soviet aggression and subversion,
the NATO countries banded together in 1949 to combine their resources
for defense. Since then they have worked out an agreed stratezy and
a set of military goals. Their cooperation in organizing their forces
and working toward these gosls hms been wnprecedented in peacetime.
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The infinite complexitiss of such joint programs s the huilding of
the mecessary military infrs-structure -- airfielids, por:, and other
common-use installstions -- bave in toe main been coped “rith successfully.
Beginnings have been made on joint production of complex modern weapons.
While greatsr cooperation is undcubtedly desirable, the fact remins that
NATO's functloning integrated cossmand systen has no peacrtime precedent
i{n relations smong sovereign natioms.

US assistance to Buropean recovery fros tre dsvastation of
World War II, through the Marahall Plan, plus & groving realization of
the econcmic interdepenience of Yhe Atlantic area bas led to close econcmic
cooperation in Burope. Tha improvexent in Europe'e ecoroaic situation
resulting from such cooperation has substantially strensgthened the
NATO alliance. The emergence cf nev forms of highly prcmaing collabora-
tion among the ccsprapicies of the Bix, now makes it neccssary that
ways be found to establish health trads relaticnships butween the
Six and other trsding naticns of the Free Horld.

To thes® sccoxplisiments the HATO Alliea lave edded
the practice of frequent and close consultation on mattirs of uutual
political snd militery interest. These consultations have repaiedly
been the means of resolving differences of views among the Allies,
who 1ike othar groups of people have from time to time seen problems
from different standpointis. Thus, NATO's etrengtb and its value to
the members is reflscted, not by the number and complerity of tbe
problems that have arisen vithin ite framework, but by tbe hort of

egolutions that have becn found to thes.
3
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In Asin there are several overlapping systems of
allisnces which together, however, are not comparable in camprebensive -
ness te NATO_in Europe. One of these, the British Commonwealth, is
not considered here although it includes a aumber -of important Asiun
countries éontributing significantly to the sggregate streagth of
non-Communist Asim. Allisnce systems linking comntxries of the area
directly to the US sre SEATO and ANZUS, which include as Asien mwembars
Pakistan, Thoiland, the Philippines, Australis, and New Zealend.

In addition, Japen, Korea, acd the Republic of China are linked to
the US through bi].a.tefel treaties. Although these countriss, singly
or in combipstion, are no mateh for the might of the Sino-Soviet Bloc
without S participation, each of the countries listed contribuies
importently to the strength of non-Cormunist Asias.

The US allies ir the sres have repeatedly end in various
weys demonstrated their stremgth. Indicetive of thelr demccratlc
approsch to basic problems of the ares ars the ordexly land reform
programa that buve been coupleted in meny of them, notebly Korea,
Jupan, the Republic of China, snd tha Philippines. The aost highliy
developad econcmy in Asim is theb of Japaw, compet ing in growth end
exceading in sbsolute terms, the highly-touted progress of Communigt
Chins without the reglmeutativn of the latker. SBATO hme instituted
several projects to sncowrsge veglonal ccoperaticw in gueh Ti21ds as
military, plasniang, wolture, sad education. %o a degres, snch
cooperetion and other forms of outside help are required to assisy
& mumber of the emeller and less developed astions €0 meet successfully
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the political, social, and ecorocmic strains caused by he need to
maintain the pecessary defense establishment. The mil itary effective-
nees of the alliance system was demonstratsd inm 1958 11 the Taiwan
Strait. Deterred from expandirg hostilities by the commitments embodied
in the US-Chinese alliance, the Cainese Communists wer: forced by
Republic of Chine military mction to sbandon their pubiiely-proclaimed
effort to seize Ounmoy es a stepping atone to the selzire of Taiwan.
Tae mllimnces created since the ceasation of hostiliti:s in Korea and
Vietnam have helped prevent further outbreaks of aggreision in those
areas. The constant Sinc-Soviet Bloc diplomatic and popaganda
campaign geeking to undermine the elliances and "neutralize” the
Aslan participants can be regarded as & further testimonial to the
effectiveness of the alliance system.

The Rio Treaty signed 1n 1942 is the coruerstone of
all our military relationships with Latin American countriss. In
this treaty, wve and our Latin American neighbors erunc ated the
doetrine that en attack mgaimat amy member of the regiomal cormunity
shrll be regarded as an ettack sgainst all. Since the beginning of
Vorld War II, and especially since the Korean War, lLat.n Amsrican
countries have pought to reorieat their armed forces in tke direction
of collective hemispheric defense. They have rzquested US military
training missions (nov aseligned to 18 countries), have had military
personncl trainped in US military schools, have procured standard
UB equipment, and 12 countries have signed bilaterel sireements
committing certalin of thelir military units for the peri'ormance of
collective defensc missions, urder the coordinated dirictions of the
Inter-Amsrican Defense Boerd.

B
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We have enjoyed close relations with Latin America since
thelir independence elmost 150 yeers 8go. Iatin America is e msjor
market for US goods, having purchesed 2l percent of our total exports
inv 1957 and 25.6 percent in 1958. She has supplied meny strategic
jtems to cur defense mobilizetion stock pile. U8 direct investment
in the area rose from $3 billion in 1946 to approximately $9 billion
at the end of 1957. Lstin American influence in the UN and other inter~
national forums has become an increasingly significant force for world
stability end peace, and the various countries of the area have, for the
moat part, teken a commor position with the United States in such forums.

C¢. Militaxry Asgets end Liabilities

Yost Americans are intimately familiar with U8 defense
efforts -- an anmal national defenge and military assistance program
of more thsn $40 billion per year and the fact that we have almost 2.5
million men under Arms. However, there is comparatively 1little knowledge
of what our mllies are contributing to the mutusl deffense effort.

Since 1950, the Army ground forces of our Allies have
increased from 3.5 million to 4.7 million men, Cembatant naval forces
have increased from 1,200 to 2,100 vessels. Aircraft in these forces
heve greatly increased while operationmsl units now contain over one-helf
jet sireraft. These figures do not reveal the vast qualitative improve-
ments im training, eguipment, morale end leadership which apply to all
thesa Porces. Today, US ground forces represent about 15% of the
total allied ground forces of 5,570,000 men, 60% of the 29,000 aircraft
ip operational units, and 40% of the 3,700 combatant vessels. (See
Appendix, Teble 3 for a tabuler presentstion of comparative military
strength data.)
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The UB has ecentributed substantially to the growvth of
allied forces; however, for each dollar we have spent tatween 1950
ard 1950 on military assistance, recipient mations have spent more
than $6 -« with the matic of expenditures by our allie: steadily
increasing.

Ko consideratien of ths contribution of ellies to free
world defense would be complete without teking into mecount relative
coata. Evidence of these costs can be peen in & camparison of ths
€08t t0 pay, feed and clothe a US soldier with the asame coats for
scldiera of cur allies. The cost for an American 80ldisr has beean
estimated to be $3,850 anmially. (Not including weapon3, equirment,
transportation and other sxpenditures.) Ry contrast, tie similar cost
to pay, feed and clothe a Belglan scldier was $1,430; a Gresk $391;
or a Chinese $167.

VWe cannot evaluate hov much the strength :‘epreaented by
Allied forces would have coBt the U9 had we tried to croate it entirely
with our own resources. Beyond quastion, were it nct for the ellied
contribution to defense, for our own security, as well ¢8 for theirs,
ve would have had to maintain a larger defense sffort frvolving much
greater defense expenditures, more men under arms, &nd e considerably
larger proportion of them overseas. Moreover, the armef forces of cur
allies have a familarity with loca.l terrein and conditicns that cammot
be matched by UB marmed forees.

The primary security aim of the United States and its
ellies i8 to deter the Bino-Saviet Bloc from using its rmilitary power

to precipitate either global or local wars. Totsl war cauld begzin

Lo
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either with m massive atteck by the bloc, or through the expansion of
a local conflict. We and our allies must be prepered to fight either
type of war should it be forced upon us. In addition, our allies must
maintain forces capable of maintaining inteml'secm-ity, particularly
in azeas along the periphery of the Communilst bloc.

The NATO mllisnce serves as & deterrent force against
either local or all-out Soviet-bloe military action sgaiast the RATO
area. The wetallatory forces of NATO are composed of the strike force
of the Allied Command plus externsl forces under netional command, i.e.,
US SAC, UK Borber Commend, and the Allied Naval Forces with their
nuclesr cepabilities. Tue shield forces, with the exception of five
US divisions, are composed entirely of forces of our NATO ellies.

One of the principal functions of strong NATO ghield forces, deplouyed
well forward, is to reduce to & minlmm, or remove eltogether, any
possible uncertsinty in the minds of the Soviet leaders thet they

could rigk military sction on any scale in Europe; and particulsrly -~ to
insure that they could not tske such action without & major all out effort
which would make their intentions clear beyond doubt. FEuropean FATO
powers have over 3 million men under arme and the annval combined

defense expenditures of these countries have more then doubled in the
past ten years. In general their defense efforts have been great; in
those cases where their defense expenditures have been lower than might
beve reasonably been expected in terms of their general economic condition

thewe hawve frequently beea cogent political reasons why these expenditures

ln
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could not be increaged. However, the US has recently, on & number of
occasions, asked its alliea to do their utmost to take on & lexger

share of this burden. On balance, the FATO forces represent e formidable
deterrent to Communist eggression. However, the ferced in gereral are
suffering from obsolescence and lack of money to mere inlly mcdernize,
Diversicn of French equipment and forces to Algeris anc. other differences
of national interests have tended to decrense the cohet {venese and power
of RATO,

The collective defensc system has epablel the US to maintain
more than 250 military imstallations abroad. Our Strategic Air Comnand,
our Navy, &nd our Army would each be vastly more costly if they were
forced to operate only from continental US bases. Our responae to such
situntions as Lebanmon and Korea would be unacceptebly elowed and our
present capability to launch & knock-out retaliatory strike from diverse
locacions would be severely hampered {f it were rot for these bases.

They further help insure that the Soviets could not lesuach a surprise
attack which vould cripple cur reteliatory capabliity at one blow.

These baszs ers especially important to us during that period when long-
Tange guided missiles are under developreat.

In countries assoriated with CENTO, BPATO and th: Rlo Pact
the principal contribution dessired from cur allies is tieir ability to
reslst local egression and meintain internal security. We rely upon
Allied forces eround the periphery of the 3ino-Soviet Bloc to deter
agreasion apd provide initial resistance in the eveut o? hostilities. In
addition to this direct military gein, the U3 reaps cer:ain benefits of a

more general political mature from the cohesiveness of he nlliance system.
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In the Far East, for exsmple, allied forces total over
1,500,000 men, Without these forces the United States would have to
station far greater numbers of American troops in the srea to maintain
our security objectives. In this area the Republic of China sxd Korea
are two significant bulwarks sgainst Communist expansion. They have
sufficient strength in personnsl snd meterial to convince the Communist
Chinege that any sttempt to move against them will mean serious Tighting.

Similarly, forces in Turkey and Pakistan serve to hinder
the Commnists from penetrating, either overtly or covertly, into the
Bear East and South Asia,

Vhile CENTO, without outside assistance, caunot be expected
to withstand all out Soviet military aggression its members are taking
steps to improve both their individual and collective defenses.

Many of the more underdeveloped countries of the Near
and Far Esst, which do not have a strong capacity to resist overt
agression, are nonetheless contributing to US security objectives by
maintaining internal security and thwarting Communist attewpts at
subversion,

Of necessity, SEATO wae not organized with the expectation
of developing & cohesive regionn) force similar to NATO. However,
individual country forces and their sgreement to meet common dangers
have served as a deterrent to Communist aggression inm this strategic
ares. Lack of standardization, obsolete equipment, insufficient
logistical Facilities, and widespread illiteracy anmd mslmutrition

limit the contribution these forces can makas to collective security.,

L3
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In accordanse with the Matusl Security Ac;, assistance
to Iatin America has been farnished only in mccordance -7ith defense
plans vhich are important to the defanse of the Wesiern Hemisphere,
Under the terms of bilateraml military sssistance agreem:nts between
twelve Latin American pations and the United States, ea:h govermment
by mutual agreement makes equipment, materials, servicel or other
military sesistance mvailsble to the support of hemisphiric delense
units. The most preesing threst to hemispheric securit;s is submarine
action in the Caribbean end along the coast of Iatin Amirica. Accordingly,
the pations of the Rio Pact have considerably nodernigel their anti-
BubmArine wvarfare capsbilities.

While the United States does not ordimarily provide
military assistance for the purpose of maintaining imtermal security
in the Latin American Republics, the United Btates has aeavy world-
wvide commitments mnd vould doubtless have fev military lorces to spare
for this aren in the event of general hostilities, We would not be
able to spare 190,000 troops, a3 we did in World ¥ar 1I, to protect
this ares agninst sggression and infiltration. Thus, the ability
of Latin Americsn nations to maimtaiwm internal security sgainat
infiltration and subversion is extremely valuable to I intsrests,

The trecking facilities in Brazil and the Dominican Rejublic are
important to the development of ocur own misslle progrsns.

Despite thess sigas of strength there is little capacity
for united setion by the Latin American Republics. Peiticipstion by
the United States would be required to repel invasion ty a major

outside pover.
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United States militexy security is becoming incressingly
dependent on the ability to secure strategle materials from our allies,
vaile denylng some of thege matexials to the Sino-Soviet bloc. Today
wa import 100% of our wnatural rubber, tim, and abacs; 93% of our nickel
and carome; sud 85% of our mengansse snd bsuxite for making alumimom,
Moreover, such products as cobalt, industrial dismonds, tungsten, end
platinum come efther from our allies or arems controlled by them. By
preserving US eccess to these materials, our sllies are contributing to
U and ellied militery strength.

The bepefits derived from these various allled forees
cannot be measured solely in teixms of tangible militery capacity.
Intengible factors are of equal importsnce, for allied wil) and deter-
mlmnilon to resist egpression exe highly significant factors in the
enemy assessuent of the cost of aggression; and the exiasteace of
military forces is a critical factor 1p bolstering sllied determiration
to repist sggression. Even small forces om the Commmnist periphery,
outside the XAYO ares, serve as a trip wire to varn the world of
Communist incursions slthoupgh indigenous forces way not be strong
encagh by themeelves to sucecessfully resist aggression.

It has been novessary to speak rathex gemerally of the
contributions which our allles make, without undertaking detailed
evalvations of the effectivensss of indlvidual forces. Ope caunct judge these

conbributions solely 1u terms of the percentsge of gross matiomal product
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devoted to military expenditures. X¥or can a country's cootribution
be measured strietly in terms of the mmber of men usder arms. Such
& rxecioning does pot take into consideration eithsr charges in strategy
or changes in the quality ol manpower. Ths strengthenirg of EATO in
recent years has besn more in modernieation of egquipment and facilities,
and in raising the efficiency and firepower of troops, than in increasiag
mmbera. Finally, one may perhaps evaluate the contribution made by
our allies by imagining that we had ro alliances snd that ths US were
alone in maintalning armed forees to combat Commmies. Former Secretary
of Defenss McElrcy rejected such a Fortreas Amsrica thecry with these
worda:
It 18 doubiful whether the United States alone could

hold all these varied fronts dispersed widely arourd the

vorld, Certsinly, it would stretch our rescurcss to the

full. To maintain adequate American militaxy psracanel

ready to respond immediately to aggression, major ¢r minor,

would place such strains on our manpowsr that we probably

could not meet them «= even 1P the Amarican public were

reconciled to do so. Furthoxmore, it is most doubtful

that the deployment of American forces in such mmhers

and such strength would bs acceptable to ths natiors in

vhich they wvould have to ba located.

Bagsic to our vholes pacurlty progrsm i1s the corcept

of a strongth created and mnintained by joining the capa-
bilities of curselves and ocur-allies.
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Table 1

ESTIMATED
GROSS NATIONAL PRODUCT INDEXES
WESTERN ALLIANCES AND SINO-SOVIET BLOC
1950-1065, SELECTED YEARS

Index 19502100 Percent of Total Average Annusl Growth Rate-%

195 1955 1958 19598/ 19650/ 1950 19598/ 1965/  1959/1950  1965/1950%/
Cazada 100 125 133 137 175 3 2 2 3-3/4 L1 /b
European NATO 100 128 1 152 200 23 23 23 L-3/4 L-3/4
OAS, SEATO and
Bilateral Allies 100 125 145 155 207 12 12 12 5 5
United Statos 100 12k 126 1% Im o3 kR 3-1/% bedfh
Total - US and Allies 100 125 13k 143 185 T T 69 4 h.1/2
Eurcpean Satellites 100 12 167 179 246 5 6 6 6-1/2 5-1/2
Communist China 100 147 193 216 3h2 5 T 9 8
vsssR 100 139 M5 185 2 a3 16 17 7 6
R smlmn 100 1 a7y 190 2715 23 29 31 T-1/2 6-1/2
Grand Total - - - - - 100 100 100 - -

a. Preliminary Estimates
b. Projections
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Table 2

ESTIMATED
INDUSTRIAL PRODUCTION INDEXES
WESTERN ALLIANCES AND SINO-SOVIET BLOC
19501965, BOLECIBD YEARS

Index 1950=100 Percent of Total Average Annual Growth Rate-%
1950 1955 1958 19598/ 19659/ 1950 19503/ 10658/  1959/1950 1965/1950%/

Canads 100 133 142 150 200 3 3 3 4-3/k 5
Furopean NATO 100 M 14 172 243 2k 24 2l 6-1/h 6

0AS, SEATO and ‘

Bilateral Allies 100 150 186 193 286 7 8 8 7-3/4 7

United States 100 129 125 1 183 18 ko 35 | S ho1/2
Total ~ US and Allies 100 135 11 155 211 82 75 10 4-3/h 5.1/4
European Satellites 100 157 198 215 323 7 8 9 9 T
Communist China 100 266 516 640 1,400 1 3 5 23 1
ussR oo 163 2n 29 3 0 B 16 10 8.6
Total - USSR and

Satellites 100 171 223 2ht N1k 18 25 30 10.5 9

Grand Total - - - - - 100 100 100 - -

a. Preliminary Estimates
b. Projections N
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TAELE 3
COMPARATIVE MILITARY STRENOTH DATA
US AND IT8 ALLIES VS. SINO-SOVIET BLOC )/

WINTER 1959-60 2/

Armed Forces Aireraft in Ma jor
Total Active Army Active (Ojeratioral Combatant
Strength Btrength Units Vessels 3/
US and
Alliances 8,680,000 5,570,000 29,000 3,700
of which:
US Allles 6,200,000 4,700,000 12,000 2,100
US Allles
as percent of total TL 84 5% 57
Sino-Soviet About About About About
Bloc 9,300,000 7,250,000 25,000 3,000
of which:
European Satellites About About About About
and Communist Chine 4,700,000 4,250,000 6,000 TOO
European Satellites
and Communiat Chinm
as percent of total 51 59 24 23

_1/ ‘For purposes of this table, asllies of the U.3, bave teen d2fined as thoase
countries with vhom the United States has either bilaterul or miltilateral
mutual defense agreemsnt. Humeroue other frieadly nstions, many of which
are receiving U.3. military assistance, are not included

2/ oOn 14 January 1960, Premier Khrushchev placed the persomiel strength of
the Soviet armed forces at 3,623,000. This figure for tutal armed forces
ie almoet 1,000,000 less than the commonly accepted figue of sbhout
4,600,000, imeluding security forces, implied im this table. As of the
time of the completion of this study, s thorough evaluat on of the credibility
of Khrushchev's statement had not been comyleted.

y Includes veogels in recerve and undergoing repair.
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